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circumstances where these unallowable 
costs normally would be part of a reg-
ular indirect-cost allocation base or 
bases, they shall remain in such base 
or bases. Where a directly associated 
cost is part of a category of costs nor-
mally included in an indirect-cost pool 
that will be allocated over a base con-
taining the unallowable cost with 
which it is associated, such a directly 
associated cost shall be retained in the 
indirect-cost pool and be allocated 
through the regular allocation process. 

(f) Where the total of the allocable 
and otherwise allowable costs exceeds a 
limitation-of-cost or ceiling-price pro-
vision in a contract, full direct and in-
direct cost allocation shall be made to 
the contract cost objective, in accord-
ance with established cost accounting 
practices and Standards which regu-
larly govern a given entity’s alloca-
tions to Government contract cost ob-
jectives. In any determination of unal-
lowable cost overrun, the amount 
thereof shall be identified in terms of 
the excess of allowable costs over the 
ceiling amount, rather than through 
specific identification of particular 
cost items or cost elements. 

9904.405–50 Techniques for applica-
tion. 

(a) The detail and depth of records re-
quired as backup support for proposals, 
billings, or claims shall be that which 
is adequate to establish and maintain 
visibility of identified unallowable 
costs (including directly associated 
costs), their accounting status in terms 
of their allocability to contract cost 
objectives, and the cost accounting 
treatment which has been accorded 
such costs. Adherence to this cost ac-
counting principle does not require 
that allocation of unallowable costs to 
final cost objectives be made in the de-
tailed cost accounting records. It does 
require that unallowable costs be given 
appropriate consideration in any cost 
accounting determinations governing 
the content of allocation bases used for 
distributing indirect costs to cost ob-
jectives. Unallowable costs involved in 
the determination of rates used for 
standard costs, or for the indirect-cost 
bidding or billing, need be identified 
only at the time rates are proposed, es-
tablished, revised or adjusted. 

(b)(1) The visibility requirement of 
paragraph (a) of this subsection, may 
be satisfied by any form of cost identi-
fication which is adequate for purposes 
of contract cost determination and 
verification. The Standard does not re-
quire such cost identification for pur-
poses which are not relevant to the de-
termination of Government contract 
cost. Thus, to provide visibility for in-
curred costs, acceptable alternative 
practices would include: 

(i) The segregation of unallowable 
costs in separate accounts maintained 
for this purpose in the regular books of 
account, 

(ii) The development and mainte-
nance of separate accounting records 
or workpapers, or 

(iii) The use of any less formal cost 
accounting techniques which estab-
lishes and maintains adequate cost 
identification to permit audit 
verification of the accounting recogni-
tion given unallowable costs. 

(2) Contractors may satisfy the visi-
bility requirements for estimated costs 
either: 

(i) By designation and description (in 
backup data, workpapers, etc.) of the 
amounts and types of any unallowable 
costs which have specifically been 
identified and recognized in making 
the estimates, or 

(ii) By description of any other esti-
mating technique employed to provide 
appropriate recognition of any unal-
lowable costs pertinent to the esti-
mates. 

(c) Specific identification of unallow-
able cost is not required in cir-
cumstances where, based upon consid-
erations of materiality, the Govern-
ment and the contractor reach agree-
ment on an alternate method that sat-
isfies the purpose of the Standard. 

9904.405–60 Illustrations. 
(a) An auditor recommends disallow-

ance of certain direct labor and direct 
materials costs, for which a billing has 
been submitted under a contract, on 
the basis that these particular costs 
were not required for performance and 
were not authorized by the contract. 
The contracting officer issues a written 
decision which supports the auditor’s 
position that the questioned costs are 
unallowable. Following receipt of the 
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contracting officer’s decision, the con-
tractor must clearly identify the dis-
allowed direct labor and direct mate-
rial costs in his accounting records and 
reports covering any subsequent sub-
mission which includes such costs. 
Also, if the contractor’s base for allo-
cation of any indirect cost pool rel-
evant to the subject contract consists 
of direct labor, direct material, total 
prime cost, total cost input, etc., he 
must include the disallowed direct 
labor and material costs in his alloca-
tion base for such pool. Had the con-
tracting officer’s decision been against 
the auditor, the contractor would not, 
of course, have been required to ac-
count separately for the costs ques-
tioned by the auditor. 

(b) A contractor incurs, and sepa-
rately identifies, as a part of his manu-
facturing overhead, certain costs which 
are expressly unallowable under the ex-
isting and currently effective regula-
tions. If manufacturing overhead is 
regularly a part of the contractor’s 
base for allocation of general and ad-
ministrative (G&A) or other indirect 
expenses, the contractor must allocate 
the G&A or other indirect expenses to 
contracts and other final cost objec-
tives by means of a base which includes 
the identified unallowable manufac-
turing overhead costs. 

(c) An auditor recommends disallow-
ance of the total direct indirect costs 
attributable to an organizational plan-
ning activity. The contractor claims 
that the total of these activity costs 
are allowable under the Federal Acqui-
sition Regulation (FAR) as ‘‘Economic 
planning costs’’ (48 CFR 31.205–12); the 
auditor contends that they constitute 
‘‘Organization costs’’ (48 CFR 31.205–27) 
and therefore are unallowable. The 
issue is referred to the contracting offi-
cer for resolution pursuant to the con-
tract disputes clause. The contracting 
officer issues a written decision sup-
porting the auditor’s position that the 
total costs questioned are unallowable 
under the FAR. Following receipt of 
the contracting officer’s decision, the 
contractor must identify the dis-
allowed costs and specific other costs 
incurred for the same purpose in like 
circumstances in any subsequent esti-
mating, cost accumulation or reporting 
for Government contracts, in which 

such costs are included. If the con-
tracting officer’s decision had sup-
ported the contractor’s contention, the 
costs questioned by the auditor would 
have been allowable ‘‘Economic plan-
ning costs,’’ and the contractor would 
not have been required to provide spe-
cial identification. 

(d) A defense contractor was engaged 
in a program of expansion and diver-
sification of corporate activities. This 
involved internal corporate reorganiza-
tion, as well as mergers and acquisi-
tions. All costs of this activity were 
charged by the contractor as corporate 
or segment general and administrative 
(G&A) expense. In the contractor’s pro-
posals for final Segment G&A rates (in-
cluding corporate home office alloca-
tions) to be applied in determining al-
lowable costs of its defense contracts 
subject to 48 CFR part 31, the con-
tractor identified and excluded the ex-
pressly unallowable costs (as listed in 
48 CFR 31.205–12) incurred for incorpo-
ration fees and for charges for special 
services of outside attorneys, account-
ants, promoters, and consultants. In 
addition, during the course of negotia-
tion of interim bidding and billing G&A 
rates, the contractor agreed to classify 
as unallowable various in-house costs 
incurred for the expansion program, 
and various directly associated costs of 
the identifiable unallowable costs. On 
the basis of negotiations and agree-
ments between the contractor and the 
contracting officers’ authorized rep-
resentatives, interim G&A rates were 
established, based on the net balance of 
allowable G&A costs. Application of 
the rates negotiated to proposals, and 
on an interim basis to billings, for cov-
ered contracts constitutes compliance 
with the Standard. 

(e) An official of a company, whose 
salary, travel, and subsistence expenses 
are charged regularly as general and 
administrative (G&A) expenses, takes 
several business associates on what is 
clearly a business entertainment trip. 
The entertainment costs of such trips 
is expressly unallowable because it 
constitutes entertainment expense, and 
is separately identified by the con-
tractor. The contractor does not regu-
larly include his G&A expenses in any 
indirect-expense allocation base. In 
these circumstances, the official’s 

VerDate Mar<15>2010 18:05 Nov 15, 2012 Jkt 226216 PO 00000 Frm 00377 Fmt 8010 Sfmt 8010 Q:\48\48V7.TXT ofr150 PsN: PC150



368 

48 CFR Ch. 99 (10–1–12 Edition) 9904.405–61 

travel and subsistence expenses would 
be directly associated costs for identi-
fication with the unallowable enter-
tainment expense. However, unless this 
type of activity constituted a signifi-
cant part of the official’s regular duties 
and responsibilities on which his salary 
was based, no part of the official’s sal-
ary would be required to be identified 
as a directly associated cost of the un-
allowable entertainment expense. 

[57 FR 14153, Apr. 17, 1992; 57 FR 34167, Aug. 
3, 1992; 57 FR 43776, Sept. 22, 1992] 

9904.405–61 Interpretation. [Reserved] 

9904.405–62 Exemption. 
None for this Standard. 

9904.405–63 Effective date. 
This Standard is effective as of April 

17, 1992. 

9904.406 Cost accounting standard— 
cost accounting period. 

9904.406–10 [Reserved] 

9904.406–20 Purpose. 
The purpose of this Cost Accounting 

Standard is to provide criteria for the 
selection of the time periods to be used 
as cost accounting periods for contract 
cost estimating, accumulating, and re-
porting. This Standard will reduce the 
effects of variations in the flow of costs 
within each cost accounting period. It 
will also enhance objectivity, consist-
ency, and verifiability, and promote 
uniformity and comparability in con-
tract cost measurements. 

9904.406–30 Definitions. 
(a) The following are definitions of 

terms which are prominent in this 
Standard. Other terms defined else-
where in this part 99 shall have the 
meanings ascribed to them in those 
definitions unless paragraph (b) of this 
subsection, requires otherwise. 

(1) Allocate means to assign an item 
of cost, or a group of items of cost, to 
one or more cost objectives. This term 
includes both direct assignment of cost 
and the reassignment of a share from 
an indirect cost pool. 

(2) Cost objective means a function, or-
ganizational subdivision, contract, or 
other work unit for which cost data are 

desired and for which provision is made 
to accumulate and measure the cost of 
processes, products, jobs, capitalized 
projects, etc. 

(3) Fiscal year means the accounting 
period for which annual financial state-
ments are regularly prepared, gen-
erally a period of 12 months, 52 weeks, 
or 53 weeks. 

(4) Indirect cost pool means a grouping 
of incurred costs identified with two or 
more cost objectives but not identified 
specifically with any final cost objec-
tive. 

(b) The following modification of 
terms defined elsewhere in this chapter 
99 are applicable to this Standard: 
None. 

9904.406–40 Fundamental require-
ment. 

(a) A contractor shall use this fiscal 
year as his cost accounting period, ex-
cept that: 

(1) Costs of an indirect function 
which exists for only a part of a cost 
accounting period may be allocated to 
cost objectives of that same part of the 
period as provided in 9904.406–50(a). 

(2) An annual period other than the 
fiscal year may, as provided in 9904.406– 
50(d), be used as the cost accounting 
period if its use is an established prac-
tice of the contractor. 

(3) A transitional cost accounting pe-
riod other than a year shall be used 
whenever a change of fiscal year oc-
curs. 

(4) Where a contractor’s cost ac-
counting period is different from the 
reporting period used for Federal in-
come tax reporting purposes, the latter 
may be used for such reporting. 

(b) A contractor shall follow con-
sistent practices in his selection of the 
cost accounting period or periods in 
which any types of expense and any 
types of adjustment to expense (includ-
ing prior-period adjustments) are accu-
mulated and allocated. 

(c) The same cost accounting period 
shall be used for accumulating costs in 
an indirect cost pool as for establishing 
its allocation base, except that the 
contracting parties may agree to use a 
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